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PREFATORY NOTE 

These " Reflections on the Prospective Financial 
and Commercial Position " were written mainly in the 
early part of 1918. Whilst in the meantime quiet 
progress towards improved financial conditions has 
been made in some countries, the position in others 
— particularly in relation to currency — is no less 
unsatisfactory now than it was then. The question 
also of replenishing the working capital of trade and 
industry to replace the monies paid by manufacturers, 
merchants, and others by way of taxes has lost nothing 
of its importance, and, in fact, presents to-day a 
problem of some urgency. 

If, as is thought, several of the observations and 
reservations made with regard to these subjects in 
1918 still apply to the same extent in 1920, it would 
prove that, in certain circumstances, a period of two 
years is a comparatively short space of time for far- 
reaching developments to take place in the matter of 
financial and commercial rehabilitation. It is for 
tliis reason that the. following chapters have been 
reprinted without alteration for the second impres- 
sion. 

LEOPOLD SPEINGEE. 

London, E.G. 3. 
June, 1920. 
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AN "UNWRITTEN ECONOMIC 
LAW" 



nSTTBODUCTORY REMARKS AN "UN- 
WRITTEN ECONOMIC LAW " 

The theory of the inevitability of a world- 
wide financial and commercial crisis, to 
occur sooner or later after the war, has 
found such wide acceptance that it has 
acquired almost the status of an " Un- 
written Economic Law." Because it is 
miwritten, it is exercising a far greater 
influence than would be the case had it 
ever been stated in precise terms. It is 
true that former wars were at some time or 
other followed by a financial or commercial 
crisis, but it is difficult to estabHsh now 
whether the conditions then obtaining would 
not in any case have brought about a crisis, 
although in a less acute form. The rate of 
economic recovery from the ravages of the 
present war will largely depend upon the 
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degree of courage and energy with which 
important after-war problems are handled. 
Inasmuch as the prediction of a crisis, 
described as inevitable, may be an obstacle 
to that quiet confidence in the future which 
is an indispensable condition of any re- 
covery, an examination of the theory wiU 
not be out of place. This opinion regarding 
the inevitabihty of a world-wide crisis 
being so widely held, it is with a consider- 
able amount of difiB.dence that the writer 
submits his views. If the conclusions of a 
critical examination do not point to the 
probabUity of such a crisis, this does not 
imply that the far-reaching influence of the 
war on the financial and commercial after- 
war position is in any way vinderrated. 

The reasons generally adduced in support 
of the above theory may be summarized 
as follows : 

(a) The volume of after-war trade will 
be insufficient owing to the re- 
duced purchasing power of the 
population of the devastated 
regions. 
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(6) The financing of .trade after the war 
will be a matter of difficulty on 
account of the formidable destruc- 
tion of capital caused by the war, 

(c) The additional taxation required to 

provide the money for the debt 
charge wiU be a serious obstacle 
in every branch of industry, 

(d) Neutral competitors wQl by reason 

of their huge war profits and their 
more advantageous position as 
regards after-war taxation be able 
heavily to undersell producers and 
merchants domiciled in the present 
belligerent countries. 

In examining these points, we shall ia 
certain instances take the world as an 
undivided, whole, so as to be able to view 
the matter from as uniform an economic 
standpoint as possible. General conclu- 
sions in this manner arrived at are, before 
they can be apphed to any particular 
country, subject of course to a number of 
considerations arising out of the differences 
in industrial, pohtical and sundry other 
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conditions of the various countries. An 
analysis of this kind will also entail the 
restating here and there of fundamental, 
almost obvious facts which one invariably 
encounters when endeavouring to reduce 
an economic proposition to its simplest 
expression. 
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DEVASTATION AND ITS BEARING ON THE 
TRADE OP THE WORLD 

The first contention that the volume of 
after-war trade wiU be insufficient owing to 
the reduced purchasing power of the popu- 
lation of the devastated regions is based 
on the distressing state of afiairs in the 
districts affected. The matter should, how- 
ever, be viewed in proper perspective as 
regards its effect on the trade of the world. 
The determining factor in this respect is the 
proportion which the normal production 
and consumption of these regions bears to 
the aggregate of the production and con- 
sumption of the rest of the world. Re- 
garded from that point of view, the position 
is less disquieting than would otherwise 
appear. A considerable readjustment of 
trade with the devastated regions will be 

15 
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inevitable, more particularly in dispensable 
articles and pure luxuries, which cannot 
fail to bring hardship to certain trades. 
Such a temporary loss of markets, however, 
will, be counterbalanced to some extent by 
the increased purchasing power of those 
countries that have largely profited by the 
war. A sudden increase in prosperity, 
such as has been experienced by a number 
of neutral countries, invariably leads to a 
demand for articles formerly regarded as 
luxuries. Furthermore, commodities, the 
production of which is temporarily sus- 
pended in the regions severely affected by 
the war, are now produced in other districts 
or countries which will in consequence 
acquire a larger purchasing power than 
they possessed before the war, and wiU thus 
afford a new market for a portion of the 
goods formerly taken by the devastated 
regions. Experience shows that the defi- 
ciency in the production of a commodity in 
any particular district or country quickly 
induces others to step into the breach ; this 
without any neglect of their own industries, 
so that the total of production is not so 
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much reduced as might be inferred from the 
suspension — either wholly or in part — of 
economic hf e in the districts temporarily out 
of business, provided that the industrial 
capacity of the affected area does not 
by far exceed the producing capacity, 
actual and potential, of the regions in 
which the supply of the deficiency is 
undertaken. Even when making full allow- 
ance for the extensive devastation of the 
afflicted regions, the assumption that the 
reduction of the purchasing power of their 
population will render the volume of the 
world's trade insufficient appears to be 
somewhat pessimistic. 
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CAPITAL RESOURCES, CREDIT AND INVEST- 
MENTS IN RELATION TO THE FINANCING 
OF TRADE AFTER THE WAR 

The second contention is that the financing 
of trade after the war will be a matter of 
difficulty on account of the formidable 
destruction of capital caused by the war. 
In dealing with this matter, it will be useful 
to define the nature of the capital destroyed. 
This may be divided into three different 
categories : viz. (1) means of production 
and transport in the shape of factories, 
power and fight stations, mines, railways, 
etc., assets, the cost of which is generally 
classed as " Capital Expenditure " ; (2 ) 
stocks of raw materials, foodstuffs, wholly 
and semi-manufactured articles existing at 
the outbreak of the war, in short aU items 
described in balance-sheets as " Stock-in- 

21 
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Trade " ; (3) goods produced and services 
rendered during, and consumed in the pro- 
cess of, the war, being current production 
which, if appHed to normal purposes, would 
be classed as " Income." 

The sufficiency or otherwise of capital 
resources for the financing of after-war 
trade will primarily depend upon the extent 
to which the component parts of the first 
category remain intact. The portion de- 
stroyed of this capital does not represent a 
large proportion of the industrial capacity 
of the world, and against the destruction 
we have to place, as a partial ofifset, the 
increase in industrial plant and the improve- 
ment in methods effected in a number of 
countries during the war. Of capital of 
the second category, reserves are always 
heavily drawn upon in war time, so that 
the stock-in-trade of the world will be 
particularly low everywhere at the close of 
this war. This wiU for a time react on 
consumption, but the position created by 
such shortage will act as an effective incen- 
tive in all countries to increase production, 
thus tending to counteract the deficiency 
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and to facilitate the gradual replenishing of 
the stocks of commodities. By far the 
largest portion of capital destroyed or con- 
sumed in the course of the war consists of 
capital of the third category, viz. goods 
produced and services rendered during the 
war ; this, however, is largely potential, 
not actual capital. Although the consump- 
tion of these last-named goods and services 
accounts for the major part of the cost of 
the war, as expressed in terms of money, 
the capital stock of the world will eventually 
be poorer only by that portion of the 
materials and services which, had there 
been no war, would have been employed 
in normal construction and maintenance 
and thereby been incorporated in the 
reproductive equipment of the world, viz. 
in the stock of capital of the first category. 
It has to be borne in mind that in a sudden 
emergency, such as war, expenditure is 
invariably high, absolutely as well as 
relatively, and that during war the com- 
bined volume of the world's production of 
both peace and war goods exceeds the total 
of pre-war production. The aggregate of 
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the war expenditure does not, therefore, 
afford a reliable index to the volume of 
destruction of those capital resources that 
are essential to the maintenance of produc- 
tion at the pre-war standard, nor does it 
necessitate the conclusion that the capital 
available after the war will be insufficient 
for the financing of trade. 

If it be conceded that the unimpaired 
capital resotu'ces will suffice to ensure after- 
war production of a volume approximating 
that of the pre-war output, the purely 
financial problem would not appear to offer 
insuperable difficulties. Should, neverthe- 
less, misgiviags be entertained with regard 
to the financing of trade after industry has 
resumed its normal course, it would imply 
the existence of doubts as to the efficiency of 
credit systems generally and their adapt- 
ability to changing conditions. The proper 
function of credit consists, as regards short- 
term credit, in facihtating a fuller utiliza- 
tion of available resources during the process 
of production and distribution of commo- 
dities and, as regards long-term credit, in 
materially contributing to an increase in 
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and improvements of, productive equip- 
ment by providing the means of payment 
for construction and development work. 
Long-term credit — ^including therein in a 
wider sense " investments " other than 
shares — ^is thus instrumental in raising the 
standard of Mving by reason of the important 
part it plays in the financing of nearly aU 
undertakings of pubhc utihty and in the 
development of new or only partly deve- 
loped countries. During the period of 
transition and reconstruction following the 
termination of the war, the f idlest utihzation 
of all resources will be of the greatest 
importance, and it is evident that the 
restarting of the industrial and commercial 
machinery on a peace basis and the financ- 
ing of reconstruction work will occasion an 
exceptional demand for short- and long- 
term credits. In so far as heavy amounts 
are concerned, the credit of States, Counties 
and MunicipaKties will have to be pledged 
in the shape of guarantees, especially in the 
earHer part of the period of transition. As 
the work of rebuilding, etc., progresses, the 
increasing volume of production, resulting 
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from this and from the resumption of 
normal industrial activity, will accelerate 
the creation of a fresh capital fund out of 
which the prospective great demands for 
loanable capital can then in a large measure 
be satisfied. 

It frequently occurs, when the subject 
of the " financing of trade " is discussed, 
that the meaning of the term is subcon- 
sciously restricted to financing effected by 
bankers by their discounting bills and 
granting loans and advances, leaving thus 
out of account the financing by way of long- 
dated investments, which, however, exer- 
cises a far-reaching influence on the course 
of trade. In fact, the aggregate of money 
annually invested in stocks and shares, 
debentures and mortgages, considerably 
exceeds the amoxmt by which current 
accounts and deposits with Banks and 
Savings Institutions normally increase in 
the course of the year. In view of the 
circumstance that the larger portion of 
banking resources is held either at call or 
short notice, the financing of trade effected 
by bankers by way of loans and discounts 
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can be of a temporary character only, 
temporary, when compared with the hfe 
of long-dated securities acquired by inves- 
tors. Even a strong group of bankers and 
financial houses, possessed of extensive 
means and a pronouncedly adventurous 
spirit, would hardly be acting in the best 
interests of the community, if they were 
to lock up miUions in, for instance, the 
construction of a railway intended to open 
up a fertile region, unless they could 
reasonably expect to be repaid in due course 
out of the proceeds of an issue of debentures 
or shares of the railway concern. So the 
last word in this respect rests in reahty with 
those who are in a position to save. The 
actions or omissions of the potential inves- 
tor, large and small, have an important 
bearing on home and foreign trade, because 
the extent of savings determines the ap- 
portionment of work between industries 
producing articles for consumption and 
those engaged on construction and develop- 
ment work. Furthermore, investment in 
foreign loans and in securities of concerns 
operating abroad is one of the governing 
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factors as regards the direction of trade, 
not only for the period during which the 
proceeds of such new issues are spent, but 
in some measure in the more remote future, 
for foreign trade has a tendency to follow 
investments. Here we have a certain re- 
sponsibility on the part of the investor and 
his advisers that is likely to meet with a 
good deal of attention during the period of 
reconstruction and for some time after. 
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DEBT CHAEGE AND TAXATION 

When all has been said for and against the 
theory of the inevitability of a financial and 
commercial crisis on account of the reduced 
purchasing power of the population of the 
devastated regions and the apprehended 
insufficiency of capital resources, we are 
referred to the heavy after-war taxation 
arising out of the debt created during the 
war. Without doubt, this will be one of 
the most serious problems after the war and 
should rightly occupy the foremost place 
in any survey of prospective financial 
conditions. In going straight to the root of 
the problem we shall have to put the follow- 
ing question : " Does the money to be 
raised for the debt charge in respect of loans 
issued for unproductive purposes represent 
for a second time unproductive expenditure 

31 
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when it is paid over to the lenders in the 
shape of interest on, and in redemption of, 
such loans ; if so, would not the large 
amounts, required after the war for the loan 
service of the belligerent countries, have 
to be written off the economic balance-sheet 
of the world ? " We know that the answer 
to the first part of the question is in the 
negative ; the second part therefore does 
not arise, because a distinction has to be 
made between the apphcation of amounts 
raised by loans and that of sums subse- 
quently paid over to the lenders as interest 
on, and in redemption of, the loans. When 
money is raised by a first-class borrower, he 
as a rule decides how the proceeds of the 
loan are to be spent ; when subsequently 
the payments ia respect of interest and 
sinJdng fund are made, it is the lender who 
determines how the monies thus received 
by him are to be spent or invested, whether 
productively or improductively. One of 
the first, if not the first, exhaustively to 
deal with this aspect of war loans in relation, 
to the financial after- war position, was Mr. 
George E. Roberts of the National City 
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Bank of New York in a paper — ^referred to 
at the time in the Economist — on " Business 
after the War," read before the Michigan 
Bankers' Association when economic after- 
war problems were less discussed in Europe 
than is the case at present. It was pointed 
out by Mr. Roberts that the effect of the 
payments arising out of the debt charge 
win be a transfer of purchasing power in 
respect of goods and services of an equiva- 
lent value, while the aggregate of goods 
produced and services rendered after the 
war will not be affected by these payments. 
The volume of production should, therefore, 
be the same, whether the new debt, and 
consequently the need for after-war taxa- 
tion, exists or not. 

The question of the war debt charge 
becomes thus one of redistribution of income 
and is, on the face of it, reduced to a some- 
what simpler proposition. * It presents 



1 It is hardly necessary for the writer to add that the 
above remark is not meant to imply that the amount of 
the debt cotJd by any chance be a matter of indifference 
— on the contrary, far from it. The present paper is, 
however, not concerned with the factors that determine 
the extent of the war debt, such as the proportion between 

C 
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itself, nevertheless, as^ a highly intricate 
problem if the debt charge necessitates the 
raising of amounts in excess of the combined 
ante-war yield of both direct and indirect 
taxes. However complicated this matter 
of after-war taxation is likely to be, the 
magnitude of the sum should not induce us 
to draw inferences that may exceed the 
mark, for here again appearances are apt 
to be misleading. 

To measure the true effect of the ad- 
ditional after-war taxation, calculations 
should not be based on the aggregate pre- 
war income only. Income and Super Tax 
will be assessed on a total composed of 
the approximate pre-war income and the 
amount of war loan, etc. , dividends, in so far 
as the latter are chargeable for Income Tax, 
for in determining the amount of income 
assessable, the amount of the tax itself 
cannot be set off as a charge against income. 
For the purposes of our calculation we shall 
assume that the sum required for interest 



the amounts raised by loans and by taxation, the rate of 
expenditure, the level of prices and kindred subjects, 
Currently dealt with in economic and financial periodicals! 
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on the war loans and for the sinking fund a 3 
well as for pensions will amount to 350 
millions sterling per annum and that 40 
per cent, thereof, viz. 140 millions, will be 
raised by Income Tax. If we further assume 
that of the after-war income, other than 
that represented by war loan dividends, a 
net amount of at least 1,000 millions sterling 
(meaning in this connection pounds sterling 
of their pre-war purchasing power) will be 
chargeable for Income Tax, the sum of 140 
millions to be raised under this heading 
would at first sight appear to necessitate a 
tax of 2s. IQd. in the £ over and above the 
pre-war rate of Is. 2d. in the £. From the 
point of view of Income Tax accountancy, 
however, the position is more likely to be 
as follows : 

1,000 millions, income other than war loan 
dividends and 
230 do. representing the approximate 

portion, assessable to Tax, of 
the debt charge and pen- 
sions' expenditure assumed to 

amount to 350 millions. 

Total, 1,230 millions. 

To levy an amount of 140 millions on 
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this total would require a tax ^ >Sd. in 
the £ over and above the pre-waii ■'^='.te, or 
Id. in the £ less than appeared at fi^ -'iight, 
which in the circumstances represenft,^^ot 
inconsiderable difference. * 
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TBADE AND AFTEB-WAB TAXATION 

Of the questions arising out of the problem 
of after-war taxation, probably none will 
require closer attention than the effect 
which the payment of increased taxes will 
have on the workiag capital of industrial 
and commercial undertakings. If the large 
sums, annually to be provided for, be 
raised according to the principles of taxa- 
tion that have governed the framing of 
pre-war budgets, the capital resources of 
trade wiU of necessity be depleted to a 
certain extent, because the resources of 
nearly aU prosperous businesses are in 
normal times continually increased by the 
retention of a large portion of their profits 
for the purpose of financing the extension 
of the business. Let us consider the opera- 
tion of Income and similar Taxes after the 

39 
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war in its bearing on this aspect of the 
problem. We shall take as an example the 
case of a successful firm of manufacturers 
or merchants with a working capital of 
£600,000 and normal net profits of about 
£100,000 per annum arrived at before 
providing for income tax. The gradual 
growth of the business has largely been 
assisted by the incorporation in the firm's 
working capital of as large a proportion of 
their profits as possible, say £70,000 in the 
last pre-war year. If after the war they 
had to contribute in income and supple- 
mentary ta'xes on their normal profits 
£20,000 per annum more than in pre-war 
times, the result would be that the firm 
will have either to restrict the extension of 
their business accordingly or else they will 
have to make other financial arrangements 
for the purpose of normal extension. It 
may appear to be a matter of minor impor- 
tance whether the working resovirces of a 
business of the size in question are annually 
added to at the rate of £50,000 or £70,000. 
Those, however, intimately conversant with 
the needs of trade realize that, owing to the 
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necessity of keeping pace with the incessant 
improvement in technical equipment and of 
meeting competition generally, it is essential 
that as much capital as possible be retained 
in industrial and commercial undertak- 
ings ; it is in this way that most prosperous 
businesses have been built up from small 
beginnings. Given normal conditions, there 
is no such thing in trade as standstill ; a 
business either progresses or it declines. 

The position of a Public Company with 
regard to the financing of the extension of 
business out of profits is in fact, while 
outwardly differing, the same as that of a 
private business (including in the latter 
category in this instance " private limited 
companies "). In taking as an example a 
pubHc company with the same capital and 
normal net profits as in the case above 
referred to of a private firm — viz. £600,000 
capital and £100,000 annual profits arrived 
at before providing for income tax^ — ^we 
shall, for comparison's sake, start with the 
assumption that the whole of the divisible 
net profits of £100,000 are utiHzed in pay- 
ment of dividends and income tax. On the 
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basis of the assumed increase in after-war 
taxation, the shareholders in this company 
would retain out of their dividends £20,000 
per annum less than in pre-war days. It 
may, therefore, be argued that this is a 
matter which vould concern the share- 
holders only and not affect the finances of 
the company, as the latter would have to 
part with £100,000 in any case, irrespective 
of whether a larger or a smaller portion 
thereof went to the Inland Revenue. It 
wiU, furthermore, be said that the difference 
in income and similar taxes, in this instance 
£20,000, will be paid over by the Treasury 
in the form of interest to the holders of 
war loans and that so much of this amount 
as the latter can spare wiU be invested by 
them in due course. Here we come to a 
vital part of the problem. From the point 
of view of the company who desire to 
extend their business and for that purpose 
periodically appeal in normal times to their 
shareholders by offering them new shares 
or debentures, the fact that their proprietors 
and habitual supporters have £20,000 per 
annum less at their disposal than formerly, 
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will make a considerable difference in the 
course of time. Take as an instance the 
case of Lancashire where people largely 
re-invest their savings in cotton and affi- 
liated Industries. The money available 
there after the war for local re-investment 
would, other things being equal, be reduced 
in comparison with the average pre-war 
figure by the amount representing the 
increase in taxes less the sum coming to 
Lancashire in the shape of dividends on 
their net investments made during the war. 
Of course, the difference in taxes is not lost 
to investment markets generally, but the 
money on balance withdrawn from Lan- 
cashire by reason of increased after-war 
taxation would be spread over other parts 
of the country where the recipients may or 
may not invest these particular amounts 
or any portion of them in the Cotton 
Industry. The chances are that they will 
invest their savings in their own local 
industries or in other stocks or ventures 
outside of Lancashire. What applies to 
the Cotton Industry and Lancashire, applies 
with equal force to any other important 
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industry and prosperous county that may 
contribute in increased after-war taxation 
a sum larger than that received in the 
county as income on its investments made 
during the war. To say that it would not 
be of great consequence if a prosperous firm 
or company were to pay a higher rate of 
interest than in the past on a portion of their 
working resources, is not doing the matter 
fuU justice. In the first place, the smaller 
firms with a somewhat restricted working 
capital will feel the effect of increased after- 
war taxation much more than the larger 
concerns who are usually in a position 
to arrange for their financing more easily 
and on better terms. Secondly, while the 
amount may seem small in individual cases, 
the aggregate will represent quite a large 
sum. Estimating assessable after-war pro- 
fits from industrial and mercantile sources 
at roughly 400 to 500 millions sterKng per 
annum, the sum involved would, on the 
basis of the assumed increase in income and 
supplementary taxes over the pre-war rates, 
amount to from 80 to 100 millions per 
annum. Should the major portion of this 
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amount not be available for local invest- 
ment after the war in the same manner and 
to the same extent as in the past, it would 
entail an unnecessary expenditure of energy 
and money on the part of local borrowers, 
because the merits of particular industries 
would then have to be brought before 
outside investors and an inducement offered 
in the shape of a higher yield than that 
which satisfies their habitual supporters. 
This would be regrettable, as it is on various 
grounds desirable that welKestabhshed 
industries, especially those exporting on a 
large scale, be in a position to meet their 
current capital requirements expeditiously 
and on advantageous terms. 
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MODIFICATIONS OF THE INCOME TAX 

The efiEect of increased after-war taxation 
on the working resources of industrial and 
commercial undertakings is only one of the 
many aspects of the taxation problem 
caUing for special deliberation. In view of 
the magnitude of the sum that wiU eventu- 
ally be required for the debt charge and 
for pensions, the principles that normally 
governed the choice of methods of raising 
the monies for these charges will require 
reconsideration in due course. As an initial 
step in this direction it is suggested that 
in after- war budgets the sum total which it 
may be deemed expedient to raise by way 
of Income Tax should be budgeted for, 
and assessed on income, under two different 
headings, viz. : 

(a) Income Tax, to provide revenue 
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towards general expenditure, at 
the uniform rate of Is. in the £. 
(6) Special Tax, to provide revenue for 
the payment of interest on the 
war debt, pensions, etc., to be 
based on a graduated scale with 
appropriate rebates and allow 
ances. 

Such a departure from the recognized 
canons of taxation should for several rea- 
sons commend itself to those students of 
Government Finance who hold that to 
obtain the requisite after-war revenue with 
a minimum of disturbance to the financial 
arrangements of manufacturers, traders, 
etc., will be a matter of paramount im- 
portance. The provisions regarding the 
assessment for a new tax to be levied for a 
specific purpose can from the outset be 
framed to meet the needs of the case by 
flexible rebates and other arrangements, 
while it would be dijBEicult, if not confusing, 
to adapt an already existing general tax, 
such as income tax, to the requirements of 
an entirely altered position. The rebates 
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of, and, if need be, exemptions from, the 
suggested " Special Tax " should be 
arranged in such manner as will give prac- 
tical encouragement to saving on the part 
of actual and prospective small investors 
and facilitate the extension of industries 
that may be considered useful from a 
general point of view, with special allow- 
ances for undertakings incurring expendi- 
ture of a recognized nature for the welfare 
of their employees. On the other hand, 
industries producing less necessary articles 
— save those engaged in export trade — 
should be charged at higher rates, according 
to the degree of superfluity or uselessness of 
the articles produced ; the maximum rates 
to be fairly high in order to allow for a 
sufficient margin for rebates. Amongst 
those to be entitled to a substantial rebate 
should be included parents of relatively 
moderate means spending a certain propor- 
tion of their income on the technical and 
higher education of their children. The 
raising by a special tax of the funds requisite 
for the adjustment of the charges arising 
out of the war should simplify the future 
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position, in relation to Income Tax, of the 
many Companies whose registered office is 
in the United Kingdom, but whose profits 
are mainly derived from business trans- 
acted, or assets located, in the colonies or 
in foreign countries. The probability exists 
that the more prosperous companies operat- 
ing in foreign countries wiU find, especially 
if a substantial portion of their capital is 
held outside the United Kingdom, the 
payment of Income Tax in two places a 
heavy charge in normal times. The spht- 
ting of the Income Tax into two taxes 
would no doubt tend to facihtate the 
solution of this and similar questions in 
which both the mercantile and financial 
communities are equally interested. 

The principal reason, however, for the 
suggested modification is closely related to 
the question of the effect of increased after- 
war taxation on the working capital of 
industrial and commercial undertakings. 
Experience proves that the withdrawal in 
cash of a strictly limited portion of the 
profits — other than the sums usually with- 
drawn by the proprietors for living expenses 
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— is not likely to interfere with the financ- 
ing of the normal extension of successful 
businesses ; but with the prospect of con- 
siderably larger disbursements on account 
of taxation, the advisabihty of giving early 
consideration to this matter can hardly be 
open to question. 
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COUNTEEACTENG THE EFFECT OF HEAVY 
TAXATION ON THE CAPITAL BBSOUBCES 
OF TBADE 

With a view to lessening the effect of after- 
war taxation, the suggestion is submitted 
that in due course arrangements be made 
enabling manufacturers, farmers, traders 
and others, in fact producers, carriers and 
distributors of the majority of commodities 
and articles, whether individuals, firms or 
companies, to continue at the pre-war ratio 
the augmenting of their working resources 
out of profits, such arrangements to be 
operative for a period up to twenty-five 
years. They should for that piu-pose — 
subject to certam safeguards and exceptions 
— be given the option of obtaining loans, 
so that they might expeditiously replace 
the sums contributed by them in the shape 
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o/ the " Special Tax " already described- 
The measures contemplated with that ob- 
ject in view would call for the support of 
investors, large and small, as well as for 
the co-operation of the State. The requi- 
site machinery could be provided by the 
formation of a " Chartered Debenture Trust 
Company " which would grant these loans 
(cash advances) and issue on the other hand 
their own debentures secured by a floating 
charge on the outstanding amounts ; the 
loans as well as the debentures to be repaid 
within fifteen years by rising annual instal- 
ments. In view of the general interest 
attaching to a steady expansion of trade, 
the debentures should be guaranteed by the 
State. The connecting link between the 
Companjf and their debtors could be formed 
by the Banks by arranging for all appUca- 
tions and interest and redemption payments 
to be transmitted through the debtor's 
bankers, who would act in this matter as 
Agents in much the same manner as the 
Insurance Companies under Government 
insurance schemes. The capital of the 
Company, which in the circumstances would 
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be in the nature of a reserve- and guarantee- 
fund rather than of working capital, might 
be subscribed by Trust- and Investment- 
Companies, Banks, Insurance Companies, 
Friendly Societies and other associations 
and individual investors actively interested 
in the development of trade. In considera- 
tion of the State guaranteeing the deben- 
tures and shares as to principal and interest, 
the profits of the Company beyond an 
agreed maximum would go to the Treasury. 
In giving these debentures by reason of 
the State Guarantee the same security as 
that enjoyed by Government Loans, it wiQ 
be possible to fix the interest thereon at a 
rate lower than the one which industrial 
concerns would have to pay on unsecured 
advances obtained elsewhere. The rate of 
interest to be charged to the debtors, includ- 
ing a contribution to administration ex- 
penses and a contingency fund for losses, 
would, therefore, be a comparatively advan- 
tageous one. The suggested guarantee 
should not involve loss to the Treasury in 
view of the diversity of the risks spread 
over practically the whole of the country. 
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The experience in the matter of the Govern- 
ment guarantee of August 1914 for a sub- 
stantial amount of Bills of Exchange does 
not point to disproportionate risks attaching 
to guarantees in respect of commercial 
engagements, in the settlement of which a 
normal operation of the " law of averages " 
can be counted upon. 

The placing of the debentures should be 
proceeded with on a plan based on the 
experience gained in this respect during 
the war. They should, therefore, be con- 
tinuously on sale through the Banks, Stock 
Exchanges, Post Ofl&ces and War Savings 
Committees. It is to be hoped that the 
last named \sdll after the war continue their 
valuable work and that the vast organiza- 
tion built up by them will become a per- 
manent institution, serving as an illustration 
of the possibilities of voluntary effort. The 
services of the Savings Committee will be 
almost indispensable in the wide distribu- 
tion of a security, the creation of which has 
for its main object the avoidance" of undue 
fluctuations in the employment market, 
and which should prove to be generally 



THE EFFECT OF HEAVY TAXATION 61 

suited to the needs of the small investor. 
The holders of war loans, etc., and war 
savings certificates might well be given an 
option of acquiring the new debentures on 
preferential terms ; certificates for small 
amounts, similar to the war savings certifi- 
cates, could be issued by the Central 
Committee who would hold an equivalent 
amount of debentures in trust. In order 
to suit the varying tastes of different sets of 
investors and of different districts, the 
debentures might be subdivided according 
to industries ; there might thus be created 
Textile Industries Debentures, Coal, Iron 
and Steel Industries Debentures, Ship- 
building and Engineering Debentures, 
Agricultural Debentures and others. 
Until the arrangements for the placing 
of the debentures are in full working 
order, and from time to time there- 
after, certain amounts of the debentures 
might be issued to the National Debt 
Commissioners for the sinkiag fund of the 
war debt. 

It may be convenient immediately to 
deal with two obvious objections to the 
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scheme. Only weaker companies or firms, 
it will be argued, would avail themselves 
of the faciUties, leading concerns having 
other means of expeditiously replenishing 
their working resources. This is undoubt- 
edly the case, but, if the importance of the 
principle underlying the proposed arrange- 
ments be conceded, it will not be expecting 
too much from the esprit de corps of the 
stronger concerns that considerations of a 
general nature wiU cause them to fall into 
Une, so that their smaller neighbours need 
not have misgivings in making use of the 
facilities in question. The second objection 
to be raised is that in the light of past 
experience the admission of a new trustee 
security, the outstanding amoimt of which 
is likely to be increased regularly during a 
number of years, would unfavourably react 
on the prices of existing trustee investments. 
This objection would be supported by the 
argument that the money finding its way 
into the guaranteed debentures would 
otherwise be employed in the purchase of 
existing Government Securities. Whilst 
this is true up to a point, sight should not 
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be lost of the circumstance that after- war- 
saving will be encouraged if a suitable 
gilt-edged security is easily obtainable in 
small and large amounts. Having regard 
to the increase in the aggregate of trustee 
securities, an addition of, for instance, an 
amount up to 100 millions sterling per 
annum after the war will have a less pro- 
nounced effect on the prices of existing 
trustee investments than would have been 
the case in pre-war times. Moreover, the 
advantage of expeditiously replenishing 
the working resources of most branches of 
industry should outweigh the disadvantages 
necessarily inherent in innovations of this 
nature. 

Should arrangements on these or similar 
lines prove to work smoothly, their scope 
could be extended in one or two other 
directions. 
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VIII 

DEATH DUTIES AND THE SINKING FUND 

In discussing the debt charge and the 
problems arising therefrom we have so far 
dealt with interest only. In turning now 
to the question of the sinking fund, we shall 
have to bear in mind that the amount 
required wiU represent a large sum in 
comparison with the amounts set aside for 
that purpose prior to the war, and further 
that the considerations as to the effect, 
on industrial and commercial working re- 
sources, of increased after-war taxation 
required to meet the interest charge, apply 
mutatis mutandis to money withdrawn — 
even though only temporarily — ^from trade 
for the purposes of the redemption of the 
debt. In view of the magnitude of the 
sum required, it might be expedient to 
adopt in after- war budgets a new method in 
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this connection also by setting aside for the 
sinking fund the proceeds of a particular 
tax, preferably an already existing tax or 
duty, the yield of which is a more or less 
known quantity. 

For that purpose. Death Duties would 
appear to be most suitable, a connection 
between them and the sinking fund having 
aheady been established by the arrange- 
ment under which War Loans, Exchequer 
and National War Bonds may be tendered 
in satisfaction of Death Duties. When 
discussing several years ago the continuous 
fall in the prices of gUt-edged securities, 
Sir Fehx Schuster called attention to the 
fact that to use the proceeds of a tax on 
capital, such as death duties, towards 
defraying expenditure other than capital 
expenditure, amounts to spending Capital 
where Income only should be spent. The 
partial re-arrangement of taxes and duties 
which will probably be effected after the 
war would afford an unique opportunity 
of introducing a change in that direction. 
To apply the proceeds of the death duties 
to the extinction of Capital Liabilities will 
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be a logical procedure, because the assump- 
tion is that money transferred by the 
operation of the shaking fund is generally 
not spent by the recipients in what may be 
classed as " consumption expenditure," but 
is invested, or otherwise employed, in what 
enters into the category of " construction 
and development expenditure." Dealt 
with on such Imes, the transfers of money 
occasioned by the payment of death duties 
should no longer constitute a cause contri- 
buting to the depreciation of securities and 
other property. 

Where going concerns or shares and 
debentures in companies form part of an 
estate, the operation of the scheme of grant- 
ing loams to replace funds disbursed in 
payment of income and simQar taxes 
might, with appropriate modifications, be 
extended to the settlement of Death Duties, 
so as to avoid the untoward liquidation of 
businesses or the forced reahzation of 
securities. Once some such method has 
been devised and put into operation, the 
way wiU be open for a supplementary 
Estate Tax, to be levied, as has already 
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been suggested by others, for the specific 
purpose of accelerating the redemption of 
the war debt. This procedure would 
obviate the financial dislocation insepar- 
able from a heavy levy on all capital 
wealth imposed at a given time (though 
the actual settlement be spread over 
several years). 



NEUTRAL AFTER-WAR COMPETI- 
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IX 

NBUTBAL AFTER-WAE COMPETITION 

The fourth point on which great stress is 
laid when bad trade and a commercial crisis 
are predicted, is the after-war competition 
of neutrals. It is apprehended that their 
competiag power will be an extremely 
serious matter, because the profits made by 
them during the war and their advantageous 
position as regards after- war taxation might 
enable them, when normal conditions are 
restored, to produce and sell more cheaply 
than producers and traders domiciled in 
the present belligerent countries. There is 
a good deal in this contention, but probably 
not quite so much as at first sight appears. 
A number of neutral countries have, of 
course, derived very considerable profits 
from the war, as is evidenced by the increase 
in their holdings of gold, the repatriation of 

73 



74 NEUTRAL AFTER-WAR COMPETITION 

large blocks of securities, the acquisition 
of fair amounts of foreign seciirities and 
assets as well as by the accumulation of 
balances abroad. This accretion of finan- 
cial strength is in some cases such that 
their competing power seems very largely 
increased, not so much in point of actual 
producing capacity as in the abUity, on 
financial grounds, to produce and sell 
comparatively cheaply. Let us now con- 
sider how this works out in practice. 

The exceptional profits made have been 
appHed by the neutral concerns in question 
to pajdng off debt, purchasing securities, 
placing money on deposit with Banks or to 
extending industrial and commercial under- 
takings. In most cases, one or two of these 
courses have been adopted concurrently 
with a considerable increase of dividends 
paid in cash and the distribution of hand- 
some bonuses in scrip. In so far as the cost 
of investments, new factories, etc., has been 
provided for, either wholly or in part, out of 
profits without capitalization by the distri- 
bution of bonus shares, the companies wiU 
be in a position to reduce the prices of their 
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goods and services by the proportionate 
amount of the interest or dividend which 
they would have to pay, had the requisite 
funds been raised by an issue of deben- 
tures or shares ; in addition thereto, seUing 
prices can be reduced by the proportionate 
sum which the companies would have to set 
aside annually for depreciation, had the 
cost of new factories, etc., been debited to 
capital expenditure account. Figures will 
Ulustrate the competing power resulting 
from such a procedure. A manufacturing 
concern in a neutral country with a fully 
paid share capital representing the equiva- 
lent of £400,000 and an annual production 
of a seUing value of £1,200,000 has in the 
past made gross profits amounting to 
£120,000 per annum or 10 per cent, on the 
output of their factory. Of this sum, they 
have written ofi for depreciation and 
placed to sundry reserves the amount of 
£60,000, distributing the remaining £60,000 
as dividend at the rate of 15 per cent, 
per annum. Assuming this concern to have 
appropriated out of war profits a sum equal 
to the whole of their paid-up share capital 
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(£400,000) for the cost of a second factory, 
we arrive at the following calculation — 
taking the cost of construction of the new 
factory at 50 per cent, above the level of 
pre-war prices : 

Output of the pre-war factory 

(original cost £400,000) . £1,200,000 

Output of the new factory (cost 

also £400,000) . . . 800,000 

Combined output . £2,000,000 



on which gross profits at 12 per cent, instead 
of 10 per cent., allowing for a higher rate 
owing to the increase in production, would 
amount to : 



£240,000 ; from which sum would have to be deducted 
as above : 
£60,000 for depreciation and reserve funds 
and 
60,000 for dividend at the rate of 15 per 

— cent. 

120,000 leaving for underselling a margin of . 



£120,000 equal to 6 per Qent. on the output, 

always provided that the company chooses 
to use for this purpose the whole of their 
extra profits after the war. For the manu- 
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facturer and trader in the present belligerent 
countries, the ability of neutral competitors 
to reduce selling prices, as instanced above, 
by 6 per cent, will be a somewhat serious 
matter ; few will, however, doubt that with 
further specialization and standardization 
in manufacture the cost of production 
could be reduced by 4 per cent, or 5 per cent, 
by those who wiU have to meet neutral 
after-war competition. This would leave 
a difference of about 1 per cent, on the 
output or about 4 per cent, on the capital, 
thus reducing, other things being equal, a 
pre-war dividend of 15 per cent, to about 11 
per cent, (presuming that both the neutral 
and the belligerent concern paid the same 
rate of dividend prior to the war). 

The foregoing is sureily an example of an 
extreme case, as neutral concerns are not 
likely to forgo the whole of their extra 
profits after the war for the purpose of 
underselling their foreign competitors. 
Furthermore, in consequence of the excep- 
tional prosperity, the cost of production 
in neutral countries has largely and pro- 
bably permanently risen, because " boom 
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times " are not conducive to economical 
production, either during the " boom " or 
for some time afterwards. Finally, we 
should remember that excess profit taxes in 
some shape or form also exist in most 
neutral countries and that not all neutral 
competitors have placed to reserve a sum 
equivalent to the whole of their paid-up 
capital. Human nature being what it is, 
a good many of these concerns have, in 
addition to paying increased cash dividends, 
capitalized a fair portion of their war profits 
by the distribution of bonus shares. Once 
this has been done, the ability to reduce 
selling prices by reason of the large war 
profits is proportionately lessened, for share- 
holders wiU expect the dividend on their 
ordinary shares in normal times to be at a 
rate which, in addition to the yield obtain- 
able from gilt-edged securities, comprises 
the customary compensation for the risks 
inherent in commercial and industrial in- 
vestments. The fact that bonus shares 
were distributed in the proportion, for 
instance, of 1. to 1 and that thereafter a 
dividend of 7 J per cent, is equal to 15 per 



NEUTRAL AFTER-WAR COMPETITION 79 

cent, on the original holding, is sometimes 
lost sight of. Fm-thermore, the directors 
of a prosperous company accustomed to 
distributing dividends at a rate of 15 per 
cent, or more, are as a rule not satisfied 
with declaring dividends at considerably 
lower rates, nor is a quotation of shares at 
about half their former price especially 
relished, although the reduction in the 
dividend as well as the apparent deprecia- 
tion of the shares may solely be due to a 
hberal distribution of bonus shares. Con- 
siderations of this nature wiU be instru- 
mental in confining within certain limits 
the competing power of neutrals, inasmuch 
as it is based on their war profits, with the 
exception, however, of some very conserva- 
tively managed companies who during the 
war have placed to reserve sums equalling 
or even exceeding the amount of their 
paid-up capitaL 

So far we have dealt with companies 
only. The position of private firms in 
neutral countries does not difier in this 
respect from that of companies. Instead of 
issuing bonus shares to the shareholders^ 
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the capital account of the individual part- 
ners is increased by the amount of the 
extra profits — ^less sums set aside for depre- 
ciation, contingencies, etc. — ^in other words, 
the major portion of the profits are capita- 
lized. On their thus increased capital, the 
partners will expect in normal times 
proportionately increased earnings at a 
rate commensurate with the risks insepar- 
able from commercial and industrial ven- 
tures. These circumstances wiU, as in the 
case of companies, prevent neutral firms 
from underselling their foreign competitors 
beyond the point which would reduce the 
rate of their profits below the pre-war level. 
It might be apprehended that neutral 
commerce would possess an additional 
advantage in point of after- war competition, 
if owing to the great uicrease in financial 
strength the rate of interest ruling in 
neutral countries be considerably lower 
than elsewhere. It is, however, not to be 
expected that this difference will be an 
abnormal one. The rate of interest in 
countries in which equaUy stable financial 
conditions obtain tends in ordinary times 
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towards a common level. If, therefore, 
one such country offers a higher rate of 
interest, it will in due course attract capital 
from others, provided the margin be suffi- 
ciently attractive. The prosperous neutral 
countries having largely increased their 
holdings of gold and other hquid assets, 
will not be exempt from the operation of 
this rule. That portion of their exportable 
capital in excess of their requirements — 
allowing for a special reserve in case of an 
emergency— is thus Hkely to be re-exported, 
as opportunity may offer itself after the 
war. In view of the fact that the ordinary 
rate of interest determines the rate of profits 
expected on capital employed in trade, 
the after- war standard rate of such profits in 
neutral countries will not so greatly differ 
from that which will then rule in the present 
beUigerent countries, and this tendency of 
rates towards a common level wiU operate 
in the du-ection of keeping the prices of 
neutral goods and services at a point that 
wiU allow for a normal remuneration of the 
increased capital employed. Viewed from 
the piirely financial standpoint, the matter 
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of neutral after-war competition would, 
therefore, special cases excepted, not seem 
to justify such serious apprehensions as 
are entertained in this connection. 



THE REDISTRIBUTION OF GOLD 
AND THE VOLUME OF THE 
WORLD'S AFTER-WAR TRADE 
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THE REDISTRIBUTIOK OF GOLD AND THE 
VOLUME OF THE WORLD's AFTER-WAR 
TRADE 

No survey of any portion, however small, 
of the wide field of financial and commercial 
after- war conditions could be even approxi- 
mately complete, if it did not deal with 
two outstanding features, viz, the redis- 
tribution of gold and the volume of rebuild- 
ing and repairing work arising out of the 
war. So important is the bearing of these 
matters on every aspect of the future 
position, that conclusions arrived at without 
taking them into account would be of little 
value. 

The circumstance that from the outset 
five of the great European Powers who had 
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adopted gold as the standard of value were 
engaged in this war, led to the expectation 
of heavy movements of the metal. The 
aggregate of the gold exported from the 
belligerent European countries (to which 
we shall refer as the " former possessors ") 
to other countries in, and outside of, 
Europe (referred to as the " new posses- 
sors ") may be estimated at 380 to 420 
millions sterling. This being a rough esti- 
mate only, it will be advisable to work on 
the mean figure of 400 millions. The 
redistribution of such a large sum caimot 
fail to have a far-reaching eflEect on the 
world's after- war trade, and it is a tempting 
task to consider this aspect of the matter. 
Before doing so, however, it is necessary to 
estimate what portion of the exported gold 
is likely to find its way back to the " former 
possessors " during the period of financial 
transition, say the five years following the 
termination of the war. Amongst the 
" former possessors " we have to difieren- 
tiate between gold-producing countries 
and their aUies on the one hand and non- 
producers with their associates on the other. 
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the first group being composed of the 
European Entente Powers and their Colo- 
nies, while the second group is made up of 
the Central Empires and their associates. 
As the Allies, without including the United 
States, control well over one-half of the 
world's gold production, we can assume 
that this substantial share will suffice for 
by far the greater part of the requirements 
of their group during the period of transi- 
tion. With regard to the group of non- 
producers, the energies of the Central 
Empires will in the first instance be taken 
up by many economic and financial pro- 
blems other than the question of gold 
reserves. The efforts of countries with 
a heavily depreciated after-war rate of 
exchange will be directed towards a stabiH- 
zation and the eventual normalization of 
their exchanges. Most of them are conse- 
quently likely to abstain for a number 
of years from the importation of large 
amounts of gold, unless such gold im- 
ports be the outcome of special after-war 
borrowing abroad. In view of the excessive 
issues of paper money in several foreign 
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countries that were formerly on a gold 
basis, it is more likely than not that their 
currency arrangements wiU for a number 
of years after the war consist of a Gold 
Exchange Standard with paper money as 
a circulating medium for even very small 
amounts. If this forecast is in any way 
correct, it will be quite sufficient to reserve 
out of the 400 miDions sterling in question 
a sum of 100 milhons for possible re-imports 
by the " former possessors." A stock of 
gold amounting to 300 millions sterling, 
equal to about three years' gold production 
of the world, becomes thus available for the 
purposes for which cmrent gold production 
is utihzed in ordinary times, with this 
difference however, that the effect of the 
annual addition to gold reserves resulting 
from normal production is generally taken 
into account beforehand in financial 
arrangements, while the redistribution of 
gold owing to the war somewhat unexpect- 
edly broadened the basis of the financial 
structure of the countries which received 
this gold. 

During the continuance of the war and 
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for a period after, so long as abnormal 
conditions of production and distribution 
prevail, this redistribution of gold wUl 
operate in the direction of raising the 
value of commodities — as expressed in 
terms of money — rather than conduce to an 
increase in the volume of production, as 
would be the case in ordinary circumstances. 
With the return to normal conditions, 
however, it will be possible gradually to 
utilize the gold for an extension of trade in 
the customary manner. Having regard to 
the differences in banking organization in 
the various countries, it is admittedly 
difficult to form a close estimate of the 
eventual effect of a fuller utUization of the 
gold on the volume of production and the 
world's trade generally. Subject to these 
remarks, the following estimate, the figures 
of which are based on a conservative calcu- 
lation, is put forward : 
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Amount of Actual 
and Potential ^ 
Currency origi- 
Prospective Utilization of the Gold nating from the 

by t!ie Ultimate Possessors. Utilization. 

200 millions sterling kept in Central 
Note Issuing- and Reserve- 
Banks as cover for 300 mil- 
lions Bank Notes . . 300 millions stlg. 

50 millions sterling held by Clear- 
ing-Banks as cash reserves 
against Deposits gradually 
reaching an aggregate of 200 
millions sterling ^ . . 200 millions stlg. 

50 millions sterling va. actual circu- 
lation . . . .50 millions stlg. 

300 millions sterling. Total . 550 millions stlg. 



If we presume that capital employed in 



^ The deposits of 200 millions are assiomed to originate 
as to fifty millions from the deposit with the Banks of the 
gold when imported and as to 150 millions from the 
reflux to the Banks, in the ordinary course of business, 
of the amounts successively placed by them at the 
disposal of manufacturers, mierchants, etc., by way of 
fresh loans and discounts, the granting of which has been 
facilitated by the addition of fifty millions to their cash 
reserves. The above ratio of 25 per cent, of cash 
reserves to deposits is, of course, unusually high for 
normal periods, but when a substantial increase in the 
stock of money takes place. Bankers usually keep for a 
time larger cash reserves. By doing so they counteract 
to some extent the inflation which is inevitable until the 
volume of trade "and legitimate demands for financial 
acconunodation have grown in proportion to the increase 
in the amount of currency. 
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trade is on an average turned over about 
three times a year, we arrive at a figure of 
about 1,500 millions sterling as the value 
of the annual addition to the world's trade 
to result from the prospective utilization of 
the 300 miUions of gold : this, allowing 
for after-war commodity prices higher by 
50 per cent, than pre-war prices, would be 
equal to a volume of trade of 1,000 milHons 
sterling per annum on the basis of the 
latter. It should, however, be observed 
that the before-mentioned amount repre- 
sents the figure of a prospective increase 
over and above the volume of -pre-war trade 
only, not over and above that larger total 
which, had there been no war, would in all 
probability have been attained as the result 
of a normal extension of trade financed 
with the aid of current gold production. 

Whatever the figure of additional trade 
originating from the redistribution of gold 
may prove to be, whether a thousand 
miUions or whether considerably more or 
somewhat less, it will be subject to impor- 
tant offsets before it can be considered 
indicative of the net increase of the world's 
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trade which, other things being equal, will 
eventually result from the utilization of 
this gold by its ultimate possessors. In so 
far as trade, transacted prior to the war 
by the " former possessors of the gold," 
will permanently pass into the hands of the 
" new possessors," its amount should be 
deducted from the above gross figure. A 
transfer of a certain amount of trade is 
Ukely to result from the dislocation caused 
by the war, but it is obviously very difficult 
to estimate the volume of trade that wiU 
thus definitely change hands, for the even- 
tual trend of after-war trade wiU depend 
upon a number of circumstances and con- 
siderations. Always bearing this in mind, 
we shall venture an estimate by allowing 
in our calculations for 100 mUhons sterling 
as the amount of business aimuaUy to be 
transacted by the ultimate " new posses- 
sors " of the gold in place of the " former 
possessors." 

We have, furthermore, to take into 
account any decrease that may occur in 
the home or foreign trade of the " former 
possessors" for special financial reasons. 
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such as modified after- war currency arrange- 
ments and adverse exchange rates. In this 
respect it is essential that we should remem- 
ber that the exports of gold from the 
several countries concerned largely repre- 
sented amounts withdrawn from active cir- 
culation and replaced in the more convenient 
form of paper money. Such a substitution 
does not of itself affect the volume of home 
trade, nor does it necessitate the conclusion 
that, once normal conditions of production 
and distribution are restored, the foreign 
trade of the " former possessors " will on 
that ground show less activity after the war 
than in the past, provided that any tem- 
porary adverse balance of payments can 
then be adequately financed by the realiza- 
tion or pledging of foreign investments and 
the export of gold from ample reserves. 
Here again, the Allies wiU be at a dis- 
tinct advantage, controlling as they do 
such a large proportion of the world's 
gold production. In endeavouring to 
estimate the effect of the redistribution 
of gold we shall do well to bear in mind 
that in countries with a heavily depreciated 
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after-war rate of exchange the first impulse 
will be to export as much as possible whilst 
importing as little as possible. Such a 
course, however, cannot fail to react on 
the volume of exports, and sooner or later 
it will once more be recognized that in 
normal times importing and lending on 
carefully chosen Unes are the best means of 
maintaining and extending a profitable 
export trade and in the long run are most 
effective in bringing about an amehoration 
in the rate of exchange. Nevertheless, 
untU this principle meets with general 
recognition, a severe contraction of imports 
is likely to take place in some countries. 
We shall, therefore, allow under this head- 
ing for a prospective decrease of 150 millions 
sterUng per annum. Our calculation Avill 
then take the following form : 

Annual gross increase of the 
world's trade expected to 
result from the redistribution 
of gold .... 1,000 millions stlg. 

Less amounts to be 
set off as per particulars 
above (viz. 100 and 150 mil- 
lions) . . . .250 millions stlg. 

Leaving a net figure of 750 millions stlg. 
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on the basis of pre-war prices. What this 
may mean will be better understood, when 
we recall to mind that the whole of the 
foreign trade of the United States in 1913 
amomited to about 880 miUions sterling. 

It is evident that it will require a number 
of years for the full effect of this utilization 
of the gold to be felt, although the large 
volume of reconstruction work and the 
extensive demand for credits incidental to 
it A^dU from the very iirst afford good scope 
for its useful employment. 

Having expressed the foregoing opinion 
on the prospective effect of the movements 
of gold under review, it is necessary to 
strongly emphasize the point that the 
anticipation of an increase in world trade, 
consequent on the redistribution of gold 
replaced by notes, must not by inference 
be construed as a recommendation of the 
indiscriminate issue of paper money. A 
reservation in this respect is the more neces- 
sary as the matter is considerably obscured 
owing to the circumstance that, in addition 
to the paper issued to take the place of gold 
formerly in circulation and to provide 



96 THE REDISTRIBUTION OF GOLD 

currency for the increasing volume of small 
transactions, several other countries have 
been Hberally supplied with further amounts 
of paper money by reason of the abnormal 
conditions arising out of the war. Unless 
a line of distinction between these various 
issues be clearly drawn in due course, the 
possibility exists that after the war still 
further issues, for less defined purposes, 
will be advocated as a kind of financial 
panacea. This question of currency ar- 
rangements abroad will with the return to 
otherwise normal conditions be of more 
than academic interest to countries with a 
large foreign trade, because financial sta- 
bility, the sure indications of which in 
ordinary times are a sound currency and 
the absence of heavy fluctuations in the 
rate of exchange, is eminently conducive 
to extensive and mutually advantageous 
commercial relations between different 
countries. 
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THE TASK OF EEBUILDING AND EEPAIEING ; 
DEFERRED NORMAL CONSTRUCTION AND 
DEVELOPMENT WORK 

The other governing factor that will have 
an important bearing on every aspect of the 
financial and commercial after- war position 
is the volume of rebuilding and repairing 
work. An immense amount of work wiU 
be awaiting execution, particularly in the 
devastated regions, such as reconstruction 
of roads, tramways, railways and canals 
and the rebuilding of houses, factories, 
waterworks and other undertakings of 
pubHc utiHty. The shipbuilding industry is 
certain to receive a special impetus in many 
countries ; railway construction in South 
America and China, not to mention other 
parts of the globe, will ensure a busy time 
to the industries concerned. Machinery is 
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now being used everywhere to its fullest 
capacity ; exceptionally heavy orders for 
the replacing and repairing of plant may, 
therefore, be expected after the termination 
of the war. We need in this connection 
only refer to the sums figuring in many 
balance sheets imder the heading of " de- 
ferred maintenance." All this will mean 
full employment in the trades and industries 
engaged in construction and development 
work, a condition of affairs usually accom- 
panied by a state of " aU-round satisfactory 
trade." In addition to construction work, 
great activity may be expected for some 
time in a number of other industries, as the 
world's stocks of raw materials and manu- 
factured articles will require replenishing. 
The financing of the huge reconstruction 
expenditure will entail large credit opera- 
tions and numerous issues of securities. The 
interest and redemption charges arising out 
of these borrowings will, however,be more or 
less of a self-hquidattng nature in view of the 
fact that the destroyed economic equipment 
will be replaced by means of production and 
distribution of the latest type and, there- 
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fore, of greater productivity and service. 
One important point regarding reconstruc- 
tion expenditure should not be overlooked, 
viz. the question of prices. The trend of 
prices after the war is not easy to foresee, 
but the general opinion is that for a number 
of years we shall not see prices at then- 
pre-war level. This is likely to apply in 
particular to every class of construction 
material. While the rise or fall of prices 
provides in ordinary times a very effectual 
corrective for an abnormal demand for, or 
supply of, commodities, there will exist 
during the period of rebuilding such an 
extensive and urgent demand for construc- 
tion material that the adoption of some 
scheme for giving precedence to certain 
categories of orders may well suggest itseK. 
Such a course should prevent prices from 
reaching a level hkely to cause a " boom " 
of first-rate magnitude, about the last thing 
to be wished for durmg the period of recon- 
struction and financial transition. At a 
time when in several countries the volume 
of credits as well as of actual currency will 
probably be stUl in excess of normal 
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requirements, a " boom " could not but 
have very undesirable consequences. In 
the first place, it would lead to widespread 
extravagance and a further rise in prices. 
Secondly, reconstruction work executed at 
inflated prices would burden the factories 
and other industrial undertakings rebuilt 
under such conditions with a comparatively 
high capital account. This, in its turn, 
might necessitate extensive financial re- 
adjustments if after the termination of the 
period of rebuilding and repairing a lessen- 
ing in the demand for construction material 
caused prices of such material to rule con- 
siderably lower over an extended period. 

It is only natural that the expectation of 
active trade — except, of course, in the 
devastated regions — should not be shared 
by those whose opinion on the subject is 
based principally on an apprehended in- 
sufficiency of the world's capital resources 
after the war. They argue, and from their 
point of view rightly, that it would be 
against all past experience to expect after 
the great destruction of capital a large 
volume of remunerative work and full 
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employment, both characteristics of so- 
called " prosperity." To this the reply is 
that the term " prosperity," in the sense in 
which it is generally used in relation to 
industrial and commercial activity and the 
state of'the employment market, does not 
by any means indicate that truly satis- 
factory condition which is described by the 
term " economic progress." There con- 
ceivably exists a state of affairs when owing 
to a temporary increase in production very 
fair profits in trade and f uU employment are 
in evidence, whilst such increase in produc- 
tion is largely counterbalanced by an 
increased consumption and savings are 
mainly invested in industries producing 
non-essential articles only. The test of 
" economic progress," however, consists in 
the measure of "prosperity" rendered 
permanent by improvements in, and addi- 
tions to, the world's reproductive equipment 
which conduce to an increased supply and a 
resulting cheapening of essential commodi- 
ties and comforts and thus bring about a 
general increase in welfare and efficiency. 
The utmost efiorts of the world will be 
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directed towards the repairing of the 
material damage caused by the war, and 
no endeavours will be spared to make up, 
as far as feasible, for the interruption during 
the years of war of normal construction 
and development work. The difficulties 
in the way of this dual task are many and 
great, but not insuperable, notwithstanding 
the heavy loss of hfe. We have to remem- 
ber that owing to the exigencies of modem 
war conditions the capacity of many indus- 
tries has been greatly increased. Whilst 
the orders connected with the work of 
rebuilding will be of great assistance to 
special industries during the period of 
transition from a war to a peace basis, the 
increased equipment and improved methods 
will in their turn be helpful in expeditiously 
meeting the first requirements of construc- 
tion material for the devastated regions. 
Once the more urgent demands in this 
direction are satisfied, normal construction 
and development work can again be pro- 
ceeded with to a certaui extent. So many 
articles of doubtful utility, produced from 
essential raw materials, find buyers in 
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ordinary times that a temporary restriction 
in the demand for them during the period 
of rebuilding appears to be very desirable. 
In this manner it would be possible to 
arrange for deferred as well as for fresh 
construction and development work to be 
executed concurrently with the vast amount 
of reconstruction work without imposing 
thereby an undue strain on industry and 
finance. On this assumption it may be 
permissible to hope that the direct and 
indirect losses of the war, in so far as they 
are repairable, can be made good in a lesser 
number of years than the magnitude of the 
task would otherwise suggest. To attain 
such a desirable end it is essential that 
during the period of rebuilding savings be as 
large as possible and that they be invested 
in such manner as will materially assist in 
a speedy economic recovery. If the ex- 
pected exceptional activity of industries 
directly and indirectly engaged in construc- 
tion and development work materializes, 
the opportunities of effecting savings should 
exceed those existing in pre-war days. 



PRODUCTION AND SAVINGS AND 
THEIR CAPACITY FOR CONCUR- 
RENT EXPANSION 



XII 

PRODUCTION AND SAVINGS AND THEIR 
CAPACITY FOR CONCURRENT EXPANSION 

With an increase in production, and given 
the will to husband resources, savings can 
be augmented correspondingly, for aU goods 
and services are ultimately exchanged for 
other goods and services or for property, 
titles to property and interest-bearing 
promises of payment. Consequently, the 
degree of willingness to accept settlement 
of claims for goods and services in the 
shape of titles to the properties in which 
these goods and services are embodied or in 
the form of promises of payment out of the 
revenue of the properties in question very 
largely determines the extent of construc- 
tion and development work which can be 
undertaken. In other words, the volume 
of such work as well as the amount of 
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capital available in these conditions for 
investment admit of a very considerable 
increase. These twofold possibilities be- 
come notably evident in periods of unusual 
industrial and commercial activity when 
output and turnover are largely increased. 
There exists in normal times a latent reserve 
of energy and resource which is brought 
into play in exceptional times. It is thus 
that in a great emergency tasks are per- 
formed that would otherwise have been 
considered almost impossible of perform- 
ance. The effective use of these reserves, 
coupled with reduced, individual expendi- 
ture — measured in volume of goods and 
services and not expressed in terms of money 
— has been instrumental in enabling the 
belligerents to finance the struggle. 
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THE INrLUENCE OF PSYCHOLOGICAL FACTORS 
ON TRADE AND FINANCE DURING THE 
PERIOD OP TRANSITION 

With the producing as well as the saving 
capacity of the principal agricultural and 
manufacturing countries actively enlisted 
in the cause of reconstruction and recupera- 
tion, the problems of after- war finance and 
trade resolve themselves largely int6 a ques- 
tion of credit which is to a great extent 
governed by psychological considerations. 
When confidence normally prevails, the 
volume of profitable business is augmented 
owing to credit being extended to such old 
and new ventures as are deserving of 
financial support. With good profits in 
sight, legitimate enterprise grows and opens 
up for trade fresh channels and new markets 
affording an outlet for the increase of 
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production which takes place under the 
stimulus of active trade. When, on the 
other hand, a crisis is — ^justifiably or other- 
wise^ — apprehended, credit and the spirit of 
enterprise are severely curtailed, nearly 
everybody then reducing commitments or 
at least refraining from entering into fresh 
transactions, thus creating a state of affairs 
out of which a crisis generally arises. In 
such an atmosphere a crisis may be brought 
about by some event of quite minor import- 
ance. The fear of the disease thus produces 
the conditions that are considered the very 
symptoms of the apprehended malady. 
These considerations are applicable to all 
times, and we may take it that they will 
apply to the period of transition and recon- 
struction no less than to any other time. 
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CONCLUSION 

Taking the world as a whole, its producing 
capacity is not hkely to be reduced to an 
extent that would render a disquieting 
reduction in the volume of trade a probable 
event, nor does — notwithstanding the seri- 
ous accumulation of debt — an examination 
of the prospective position, so far as it can 
at present be discerned, lead to the conclu- 
sion that there will be a world-wide financial 
and commercial crisis. This anti-pessi- 
mistic view (to borrow an expression used 
some time ago in a parhamentary debate 
on finance) is, however, subject to the 
reservations that economy, wherever com- 
patible with efficiency, be rigorously prac- 
tised during and for some time after the 
war, that the world be spared the blessings 
of a " boom " during the period of recon- 
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struction, and that there prevail everywhere 
in due course the clearest possible apprecia- 
tion of the principles governing normal 
currency arrangements. 
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